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TheHonorableWilliam J. Perry
TheSecretaryof Defense

DearMr. Secretary:

We have completedour surveyof the Departmentof Defense’s(ooD)
DiminishingManufacturingSourcesandMaterial Shortages(DMSMS)

program.Ourobjectiveswereto determine(1)whatprogressDOD had
madesinceour 1990 report’ towardimplementingaDMSMSprogramand
(2) whetherDOD haddeterminedthecost-effectivenessof theactions
takento resolveDMSMS situations.

DOD hasindicatedthatdiminishingmanufacturingsourcesis amajor
potentialproblem,particularlyin the electronicsandmicrocircuitareas.
Accordingto industrysourcesandDOD officials, becauseof rapidly
changingtechnologyin theelectronicsandmicrocircuitindustry,
decreasingdemandsdueto the downsizingof DOD, andthe emphasison
DOD usingcommercialoff-the-shelfitems,the privatesectoris increasingly
moresensitiveto its commercialcustomersratherthanDOD. As aresult,
DOD expectstheavailabilityof DOD specificationitemsto decreaseandthe
numberof DMSMSsituationsto increase.DOD officials havealsoasserted
that DMSMS situationsmayaffecttheavailabilityof partsto DOD in areas
otherthanelectronicsandmicrocircuits.

Background The DMSMSprogramis intendedasamanagementtool for the early
identificationandresolutionof situationswhenthereis alossor an
impendinglossof manufacturersof itemsor suppliersof rawmaterials.
Suchsituationscanoccurwhenmanufacturersandsupplierscease
production,discontinuedistribution,or moveto aforeigncountry.
Additionally, DMSMS situationscanbecausedby rapidly changing
techrLologyandlow demandfor the itemsor materials.The lossof item
manufacturersandmaterialsupplierscanaffectweaponsystemsand
equipmentduringinitial design,development,production,andlife-cycle
support.

Whentheservicesarenotified thatamanufactureror supplierplansto
discontinueproductionor distribution,theycan(1) try to encouragethe

‘DefenseInventory:DOD CouldBetterManagePartsWith Limited ManufacturingSources
(~AO7NSIAD90-126,Aug. 16, 1990).
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existingsourceto continueproduction,(2) try to find another
manufactureror supplier,(3) attemptto identify asubstituteitem,
(4) redesignthesystemsoit doesnot requiretheproblempart,
(5) redefinethemilitary specificationsandconsiderbuying the itemfrom
commercialsources,or (6) makelife-of-type buys.2Becausethe services
areoftennot awareof the discontinuanceof an itemuntil the
manufacturerhasmadethedecision,the servicesmaybein areactive
modewith limited optionsfor addressingtheproblem.

An alternativeto the reactivemodeof operationis apredictiveanalysisin
which theservicestry to predictwhich itemsarelikely to bediscontinued
dueto changingtechnology,decliningdemands,andothercauses.To the
extentthatthe servicescananticipatewhich itemsmaybediscontinued,
theyhavemoreflexibility in designingacourseof actionto addressDMSMS

situations.

In our 1990 report,wepointedoutthatthe serviceshadnot fully
implementedthe DMSMS program.At thattime, theserviceswere
developingprogrampoliciesandplans,hadnot developedadequate
guidancefor computinglife-of-type buys,anddid nothavethedata
necessaryto monitorandmeasurethe effectsof DMSMS.

Resultsin Brief Datais not collectedona DOD-wide basisconcerningwhatthetotal
numberof DMSMSsituationswere,howthe situationswereresolved,
whetherthemostcost-effectivesolutionswereselected,or how DMSMS

affectsthe capabilityof the forces.As aresult,the servicesdo not have
oversightandmonitoringsystemsthatprovidequantitativeinformationon
themagnitudeandextentof theDMSMS problem.Accordingto DOD officials,
thesesystemsarestill in theplanningstageandwill not be availablefor at
leastayear.

To date,mostof theservices’DMSMS effortshavebeenreactive.However,
the Navyand,to alesserextent,theArmy havemadesomeprogress
towarddevelopingpredictiveanalysissystems.Thesesystems,however,
do not provideaservicewideapproach,andanalyseshavenot been
performedto evaluatethecost-effectivenessof theactionstakenin
responseto DMSMSsituations.Consequently,DOD doesnot knowwhether
andunderwhatcircumstancesa reactiveor predictiveapproachis the
preferredcourseof actionfor dealingwith DMSMSproblemparts.

2A life-of-typebuy is theprocurementof sufficientitemsto meetanticipateddemandsthroughoutthe
system’slife or until anothersolutioncanbefoundto resolvetheDMSMS situation.
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Oversighton DMSMS
Is Inadequate

DOD issuedregulationsin January1993 requiringeachserviceandthe
DefenseLogisticsAgencyto designateafocalpoint for planningand
coordinatingDMSMSactions.Partof the focalpoint’s responsibilityis to
ensureacontinuoussourceof supplyfor partsusedin the design,
redesign,or productionof weaponsystemsby screeningthe partsfor
currentandnear-termobsolescence(1 yearto 5 years).Anotherkey
aspectof the regulationsis to ensureeffectivecommunicationand
exchangeof DMSMS informationbetweenindustryandthegovernment.

DOD directedtheservicesto usetheGovernment/IndustryDataExchange
Program(GIDEP)asthe centralrepositoryfor discontinuancenoticesso
thatall affectedpartiescanhaveaccessto theinformation.DOD believed
thatthe newGIDEPdatabasewouldprovidetheinformationneededfor
oversightandeffectivelymanagetheDMSMSprogram.DOD alsodirectedthe
establishmentof DMSMS managementinformationsystemsthatwould show
(1) the dollarvalueof theDMSMS inventory, (2) thenumberof managed
DMSMS items,and(3) thedollarvalueof life-of-type buys.

In June1993,the DOD InspectorGeneral,however,issuedamemorandum
thatpointedout thattheservicescontinuedto haveinadequateoversight
of theprogramandhadnot establishedmechanismsor developed
databasesto monitorprogrameffectiveness.

DMSMS Program
DevelopmentIs
Sporadic

The DefenseElectronicsSupplyCenter(DEsc) hashadamanagement
focuson DMSMS sincethe mid-1970s,andit continuesto playamajorrole
in thepiecepartmanagementof DMSMS. The reasonfor thisis that
electronicpartshavebeenmostaffectedby manufacturers’production
discontinuances.However,DESC’S effortsareprimarily reactivein naturein
thatit notifies theserviceswhenit receivesadiscontinuancenotice.DESC

thenidentifiesthebestalternativefor addressingthe DMSMSproblemto
includeemulation,flexible computerintegratedmanufacturing,
aftermarketmanufacturing,and/orlife-of-type buys.

TheAir Force,in April 1994,issueddraft DMSMS policy guidanceandin
August1994 establishedanIntegratedProcessTeamto determinethe
magnitudeof DMSMSproblemsin theAir Force.Anotherobjectiveof the
teamwasto developrequirementsfor anefficient andcost-effectiveDMSMS

program.TheAir Forceviews this asanecessaryfirst stepbefore
committingresourcesto aprogramwherethe seriousnessandmagnitude
of the problemarenot known.Air Forceofficials told usthattheyexpect
to receivetheteam’sreportaboutAugust 1995.
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Cost-Effectivenessof TheNavyandtheArmy haveestablishedentitiesto providepredictive
analysesto otherserviceentitiesto minimizetheimpactof DMSMS inaPredictiveAnalysis designing,redesigning,andsupportingsystems.However,theseentitiesdo

Is Not Known notprovideservicewidecoveragefor all affectedparts.Furthermore,the
NavyandtheArmydo not routinelytrackthe cost-benefiteffectivenessof
theirpredictiveanalysesto demonstratewhethertheyaremore
cost-effectivethantheroutine reactiveactionsbeingtakenin caseswhere
discontinuancenoticesarereceived.

TheNaval Air WarfareCenterandthe SurfaceWarfareCenterhavea
DiminishingManufacturingSourceTechnologyCenterthatattemptsto
predictfutureobsolescenceproblemsfor electronics.Accordingto Navy
officials, theCenter’spredictiveanalysescovermanyof theNavy’s major
weaponsystemsbut still accountfor about70 percentof the total
electronicpartsusedin Navysystems.The Navyprovidessuchanalysesto
Navyprogramofficesthatarewilling to fund them.

TheArmy’s Missile Commandalsoperformspredictiveobsolescence
analysesfor alimited numberof Army programoffices.TheCommand’s
predictiveanalysesinvolve about8 percentof theelectronicpartsthatare
usedin Army missileweaponsystems.

DOD officials told usthattheyarestudyingthefeasibility of developinga
predictiveanalysismodelthatwould beownedby DOD andwould be
availableto theservicesandthe DefenseLogisticsAgency.At the timeof
ourreview,theresearchphaseof the feasibility studyhadjustbeen
completed.Accordingto DOD officials, if DOD hadits own model, it would
not haveto dependon privatesectorcontractorsfor muchof the
informationthatthe Army andthe Navycurrentlyusein performingtheir
predictiveanalyses.The mainreasonfor thelimited predictiveanalysis
effortsin boththeArmy andtheNavyis that theprogramofficeshaveto
payfor thepredictiveanalysesandthatmanyprogramofficesrely on the
manufacturersto advisethemof emergingmaterialshortagesorplansto- - diminishmanufacturingefforts, ratherthanspendtheir fundson
predictiveanalyses.

Fromatheoreticalperspective,predictiveanalysesshouldaidDOD andthe
servicesin minimizingtheimpactof DMSMSsituations.However,the
serviceentitiesengagedin predictiveanalyseshavenot clearly
demonstratedon awide-rangingbasisthatpredictiveanalysesarea
cost-effectivewayof dealingwith DMSMSproblems.
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We helddiscussionswith serviceentitieswho do predictiveanalysesand
severalmanufacturersaboutthe cost-effectivenessof suchanalyses.The
Navy’s TechnologyCenterhastrackedthecostavoidancesachievedby
predictiveanalyses,andit couldonly identify 10 suchexamples.In total,
theseexamplesaccountedfor about$8 million in costavoidancesoveran
18-monthperiod.In addition,GIDEP identified costavoidancesof about
$7.2 million in 1993.Thesecostavoidances,however,werenot relatedto
predictiveanalysesbut ratherto savingsasaresultof GIDEPnotifying users
of the discontinuanceof certainelectronicandmicrocircuititems.

Recommendations BecauseDOD doesnot haveinformationon theextentof DMSMSproblems
in DOD anddoesnot know whetherpredictiveanalysesareacost-effective
meansto addressDMSMSproblems,DOD cannotmakeanaccurate
assessmentof thecurrentDMSMSactionsbeingtakenor planned.Before
DOD makesanydecisionsconcerningthefuture scopeof the DMSMS

programor theneedfor additionalprogramfunds,we recommendthatthe
Secretaryof Defenseensurethat,ataminimum, DOD has

• quantitativedataon theextentof the DMSMSproblem,
• informationto determinethe effectivenessof ongoingandplannedactions

for minimizing theimpactof DMSMS, and
• supportinganalysesfor thecost-effectivenessof DMSMSpredictiveanalyses

versusotheralternativesfor dealingwith DMSMSproblems.

AgencyComments In commentingon adraftof thisreport,DOD generallyconcurredwith the
reportandits recommendations.DOD saidthatit recognizedtheneedto
improveserviceoversightof DMSMS andindicatedthatin conjunctionwith
GIDEP, it andthe serviceswereworkingto developadatabasethat will
collect informationon thenumberof stocknumbersandmanufacturer
partnumbersthat arebeingdiscontinued.Informationwill alsobe
collectedon whichalternativewasusedto addressthediscontinuance
problem.

DOD saidthat,by April 30, 1995,it will prepareamemorandumto the
servicesandthe DefenseLogisticsAgencythatemphasizestheneedto
collect costdataassociatedwith handlingDMSMSproblemsandto report
the datato GIDEP. DOD alsosaidthat it recognizestheneedto identify and
retaindataon the cost-effectivenessof predictiveanalyses.As such,it will
prepareamemorandumto theservices,by April 30, 1995,emphasizingthe
needto routinelytrackthecost-effectivenessof their predictiveanalyses
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to demonstratewhethertheyaremorecost-effectivethantheroutine
reactiveapproachesthat arenow beingtaken.DOD commentsare
presentedin their entiretyin appendixI.

Sco e and WereviewedDOD andtheservices’policiesandproceduresfor managing
p DMSMS andmet with DOD andserviceofficials to understandhowthe

Methodology policiesandproceduresareimplemented.We obtainedandreviewed
studies,reports,anddocumentationthataddressedtheDMSMS problemand
variousactionsbeingtakenandplannedby governmentandindustryto
dealwith theproblem.

To determinehow DMSMS wasbeingmanaged,wevisitedthe Defense
ElectronicSupplyCenter,the Navy’s DMSMSTechnologyCenter,the Air
ForceMateriel Command,the U.S.Army Tank-Automotiveand
ArmamentsCommand,andtheU.S. Army Missile Command.We also
interviewedofficials from Army, Navy, andAir Forceinventorycontrol
points,engineeringactivities,andArmy andNavyprogramoffices.We also
heldtelephoneinterviewswith representativesfrom GIDEPandprivate
sectorcompanieswhosell electroniccomponentsand/orbuild weapon
systemsandcomponentsfor DOD andthe services.

At theseorganizations,we discussedtheprosandconsof usinga
predictiveanalysisversusreactingto theproblemafter it happens.We also
askedfor examplesthatshowedthe cost-effectivenessof the DMSMS

actionsbeingtakenor planned.

Our reviewwasconductedfrom August1994to January1995in
accordancewith generallyacceptedgovernmentauditingstandards.

As you know, theheadof a federalagencyis requiredby 31 U.S.C.720to
submitawritten statementon actionstakenon ourrecommendationsto
the HouseCommitteeon GovernmentReformandOversightandthe
SenateCommitteeon GovernmentalAffairs not laterthan60 daysafterthe
dateof thisreport.A writtenstatementmustalsobesubmittedto the
HouseandSenateCommitteeson Appropriationswith theagency’sfirst
requestfor appropriationsmademorethan60 daysafter thedateof the
report.

We arealsosendingcopiesof thisreportto the ChairmenandRanking
Minority Members,HouseandSenateCommitteeson Appropriations,
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HouseCommitteeon NationalSecurity,SenateCommitteeon Armed
Services,SenateCommitteeon GovernmentalAffairs, HouseCommittee
on GovernmentReformandOversight;the Secretariesof theArmy, Navy,
andAir Force;andtheDirectors,DefenseLogisticsAgencyandOffice of
ManagementandBudget.

If you ormembersof yourstaffhaveanyquestionsor would like to
discussthe mattersin this reportin furtherdetail, pleasecall meat
(202)512-5140.Othermajorcontributorsto this reportareRobertJ. Lane,
Gilbert W. Kruper,andMichaelJ.Jones.

Sincerelyyours,

Mark E. Gebicke
Director,Military Operations

andCapabilitiesIssues
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AppendixI

CommentsFrom the Department of Defense

ACQUISITION AND
TECHNOtOG~

(L/MDM)

Mr. Henry L. Hinton, Jr.
Assistant Comptroller General
National Security and International

Affairs Division
U.S. General Accounting Office
Washington, D.C. 20548

Dear Mr. Hinton:

This is the Department of Defense (DOD> response to the
General Accounting Office (GAO) draft report, “DEFENSE
INVENTORY: Extent of Diminishing Manufacturing Sources
Problems Still Unknown,” dated February 8, 1995 (GAO Code
703076, OSD Case 9860) . The DOD generally concurs with the
report.

The Department recognizes the need to improve Service
oversight of the Diminishing Manufacturing Sources and
Material Shortages (DMSMS) Program. The Defense Electronics
Supply Center (DESC) has had a formal DMSMS program since
1975. The role of the DESC is to ensure on—going support of
weapon systems by selecting the most cost effective
alternatives.

The DESC takes a proactive role through its parts
control program by reviewing parts lists for new or modified
systems to ensure that discontinued or obsolete parts are
not included. However, the DESC is in a reactive mode in
responding to contractor’s notices and reviewing existing
systems for impact. Forecasting the demise of technologies
has only limited value, using current predictive technology.
However, the DoD recognizes there may be benefits to
predictive analyses within specific applications. As the
technology for prediction capability improves, there may be
more application for its use at the DESC.

The Department also concurs with the GAO draft report
recommendations. Actions are currently underway or planned
that will improve the DMSMS Program data collection and
track cost avoidance savings associated with program
actions.

*

OFFICE OF THE UNDER SECRETARY OF DEFENSE

3000 DEFENSE PENTAGON

WASHINGTON DC 20301-3000

30 ~AR~99~
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The DOD detailed commentson the GAO recommendations
are provided in the Enclosure. The Department appreciates
the opportunity to comment on the draft report.

Enclosure

~~cerely,

/ James R. Kiugh
Deputy Under Secretary

of Defense (Logistics)

2
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GAO DR3~FTREPORT - - DATED FEBRUARY 8, 1995
(GAO CODE703076) OSD CASE 9860

“DEFENSE INVENTORY: EXTENT OF DIMINISHING M?J1UFACTURING

SOURCES PROBLEMSSTILL UNKNOWN”

* *** *

DEPARTMENT OF DEFENSECOMMENTS ON
TEE GAO RECOMMENDATIONS

RECOMMENDATION1: The GAO recommendedthat the Secretary of
Defense ensure that, at a minimum, the DoD has quantitative data
on the extent of the Diminishing Manufacturing Sources and

Now on p. 5. Material Shortages (DMSMS) program. (p. 7/GAO Draft Report)

DOD RESPONSE: Concur. The DoD Diminishing Manufacturing Sources
and Material Shortages (DMSMS) Working Group is developing a DoD
DMSMS data base, in conjunction with the Government/Industry Data
Exchange Program (GIDEP) . The data base should be established by
October 1, 1995, and will provide usage and oversight information
on the DMSMS Program. In addition, the DOD DMSMSWorking Group
has developed a set of program indicators that are being reviewed
by the Services and the Defense Logistics Agency (DLA) . The Air
Force has included the indicators in the Air Force Materiel
Command Instruction 23—103, “Diminishing Manufacturing Sources
and Materiel Shortages (DNSMS) Program,” dated September 30,
1994. The DLA and the Army have agreed with the indicators and
it is anticipated that the Navy will provide its concurrence by
April 30, 1995.

The cost to collect the data versus the benefits of
collecting the data is an issue. Instructions contained in DOD
Directive 8910.1, “Management and Control of Information
Requirements,” dated June 11, 1993, are being followed. The DoD
will resolve the cost issue by the fourth quarter of 1995. The
intent of the indicators is to collect information on the number
of national stock numbers or manufacturer part numbers received
as a result of discontinuance notices or alerts and track which
of eight possible solutions was selected. The collection of that
data, in addition to the development and use of the DMSMSdata
base, will assist the Services in their oversight of the program.

Enclosure
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RECOW~~NDATION2: The GAO recommended that the Secretary of
Defense ensure that, at a minimum, the DOD has information to
determine the effectiveness of on-going and planned actions for

i’~OwOfl p. ~,. minimizing the impact of the DMSMSprogram. (p. 7/GAO Draft
Report)

DOD RESPONSE: Concur. The Government/Industry Data Exchange
Program (GIDEP> is the vehicle used to disseminate discontinuance
notices to both industry and the Government. Industry reacts to
the GIDEP notices by removing parts no longer procurable for new
designs and major modifications. This action precludes the need
for redesign. Industry reports their redesign cost avoidance to
the GIDEP. The Services and the DLA do not routinely capture and
retain information on redesign cost avoidance. However, by
April 30, 1995, the Office of the Secretary of Defense (OSD) will
issue a memorandum to the Services and the DLA emphasizing the
need to collect cost avoidance data associated with their
handling of DMSMScases. The memorandum will also instruct the
Services and the DLA to report the savings through the GIDEP
Annual Utilization Report.

RZCO~*~HNDATI0N3: The GAO recommended that the Secretary of
Defense ensure that, at a minimum, the DoD has supporting
analysis for the cost-effectiveness of the DMSMSprogram
predictive analyses versus other alternatives for dealing

Nowon p. 5. with DMSMSproblems. (p. 7/GAO Draft Report)

DOD RESPONSE: Concur. The DOD recognizes the need to
identify and retain the cost—effectiveness of predictive
analyses. As the GAO mentioned in the report, the Navy
Technology Center is tracking cost avoidances associated
with predictive analyses and has identified $8.4 million in
savings over an 18-month period. The DMSMSpoint of contact
at the Army Missile Command is planning to collect cost
avoidance savings once use of the new predictive analysis
tool begins. The DoD recognizes that predictive analysis
efforts are limited because program Offices have to pay for
the predictive analyses and that many program offices rely
on the manufacturers to advise them of emerging material
shortages, rather than spend their funds on the analyses.
Accordingly, the Navy has awarded two contracts to Study the
feasibility of developing a DoD wide predictive analysis
capability. The two contracts were awarded to Transition
Analysis of Component Technology, Inc. on May 9, 1994, and
to Stottler Henke Associates, Inc. on April 13, 1994. If
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these efforts are successful, they will serve to increase
the availability and use of predictive analyses by all the
Services. In addition, by April 30, 1995, the OSD will
issue a memorandum to the Services emphasizing the need to
routinely track the cost—benefit effectiveness of their
predictive analyses versus routine reactive actions.
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